
Mason, Monte 

From: Jack King [jckkng@mcn.net]

Sent: Thursday, August 04, 2005 9:18 AM

To: Mason, Monte

Cc: Montana Petroleum Association

Subject: Royalty increase memo to Monte
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HANCOCK ENTERPRISES 

MEMO FROM JACK E. KING 
POB 2527 BILLINGS MT. 59103 jckkng@mcn.net 406-252-0576 406-252-1760 fax 

  
August 3, 2005 

  

To: Monte Mason, Minerals Management Bureau Chief 
Re: Royalty Rate Review 

  
Monte: 
  
I am the manager for a Montana, family owned, oil and gas exploration company that has been 
in business in Montana for over 60 years.  I am also the chairman of the lands committee for the 
Montana Petroleum Association, and member of the Montana Board of Oil and Gas 
Conservation Commission.  However, I am writing this primarily from my perspective, as I have 
been unable to reach a consensus among M.P.A.”s members, which is understandable. 
  
The lack of consensus is indicative of how a one-size fits all royalty affects different sized 
operators in different geologic areas exploring for a variety of targets with a variety of 
economics.  The companies operating exclusively in the Williston Basin Bakken play have 
tempered objections to the proposal.  Independents operating outside the Williston Basin have 
uniformly advanced strong criticism toward a royalty increase well above the standard they 
currently pay to fee owners. 
  
The independent’s concerns are well founded based upon our company’s personal experience, as 
we are one of the larger private mineral owners in the Rockies including Montana.  Our 
experience is the only place in Montana we can get a royalty of 1/6th or more for our minerals is 
in very selective areas of the Williston Basin.  The rest of the State has a typical royalty rate of 

less than 1/6th for fee leases. 

  
Independents, including individual geologists and landmen drive the exploration efforts in this 
State.  The Bakken play was kicked off by an independent.  They require lower royalty rates to 
make their personal economics work when they raise capital to get their prospects drilled. Often, 
with their only reward being a retained overriding royalty for their efforts risk and expense.  
These independents avoid developing new prospects in areas where royalties exceed a certain 
level. 
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ITEMS TO CONSIDER 

  
Raising royalty rates will decrease bonuses and rentals received by the State. 
  
Fewer leases will be nominated and consequently evaluated and explored. 
  
State royalty increases will trigger requests for higher fee royalty triggering a cycle of less activity 
in Montana.  (Until recently we were unable to sell any Montana prospects, as companies did 
not even have a MT geologist, because the climate was too onerous.  This royalty combined with 
the other oppressive items being advanced will kill much of the progress we have made in MT 
over the last 6 years.) 
  
Montana is the only State to have significant increases in oil and gas production over the last 
two years.  The system is working.  Leave it alone. 
  
State rules and regulations on State leases have multiple onerous regulatory issues attached to 
them, relative to fee leases. 
  
State annual rentals are higher than typical fee leases. 
  
New lease plays typically have lower fee royalties.  The State is now included in those plays 

which rarely see fruition or production.  They would be excluded if the royalty were set at 1/6th. 

  
Any increase in tax or royalty will cause the premature abandonment of all wells as they enter 
the “stripper” phase of their production. 
  
Tribal lands are mentioned as receiving excess royalty in the “Dear interested Party” report.  I 
think tribal lands activity or lack thereof is a good example of what can happen to leasing, 
exploration and production levels when the regulatory and economic environments are not  
competitive, and the combination of requirements, royalty and regulations squeeze the incentive 
for doing exploration. 
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As you can read I think it would be a mistake for the State to increase its royalty rate.  But as 
the famous economist Yogi Berra said, “don’t make the wrong mistake”.  If the Land Board feels 
compelled to increase the royalty, please consider an option tagged to the bonus paid for a 
lease.  The bonus is an indicator of the quality of the prospect and its potential economics. 
  
BONUS                   ROYATY RATE 

  
$25 or less                   no change 

  
$25.25-$55                   15% 
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$55.25+                   16.67% 

  
Thank you for your review of the foregoing.  Please call if you have any questions. 
  
  
Jack E. King 
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Canyon Natural Gas, L.L.C. 
P.O. Box 183        Phone: 406-245-3810 

Billings, MT 59103       Fax: 406-245-3810 

_____________________________________________________________ 

 
August 11, 2005 

 

Monte Mason 

Montana DNRC 

P.O. Box 201601 

Helena, MT 59620-1601 

 

Via Email:  mmason@mt.gov 

Dear Mr. Mason: 

Thank you for notice of the State’s consideration to raise the lease royalty rate and the invitation to comment.  In 

addition to being a taxpayer my qualification to comment is some 15+ years experience in the oil and gas 

exploration industry spanning a twenty-five year period. 

I am against the proposed increase in current form.  First, the State increase, any increase, is by definition a 

disincentive to those who plan, develop, and generate capitol and production.  The increase from 12.5% to 16.667% 

is roughly a 33% increase with no underlying economic rational other than the fact that the State “can”.  To that 

extent the increase is confiscatory.   

In addition, if the increase is being considered retroactively, this is nothing short of arbitrary and a major business 

deterrent.  The results could very well have a negative impact on State revenue. 

Secondly, the increase does not measure up when analyzed with other competing states.  Yes, other states have a 

1/6
th

 royalty.  North Dakota did and then repealed it when they found it to be a disincentive.  But the other states, 

like Wyoming, have far less production taxes. When added to the existing tax structure a producer might pay 29% in 

tax and royalty, and that is without federal tax.  That’s too much actually and comparatively.   

Thirdly, the proposal is ill conceived from a tactical perspective.  If the State views itself as a participant and 

steward of mineral resources it would want to cooperate with explorationists in distinguishing prospects as to 

success probability or risk/reward.   In other words some acreage is high-risk wildcat, some developmental or low 

risk.  Wildcat leases should provide the highest incentive to reward the risk.  Yet the State’s proposal would not 

make such a distinction thereby creating an inefficient variable for producers to have to account for in prospect 

analysis.  

Finally, I strongly urge the Land Board, at the very least, to consider allowing further time, study and comment 

period prior to making a decision to increase the royalty to this extent and having such a major impact on the 

revenue and perception of Montana throughout the oil and gas industry and business environment. 

Sincerely, 

 

Michael Okerman, Member 

Canyon Natural Gas, L.L.C. 
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Mason, Monte 

From: David Knapp [dknapp@midrivers.com]

Sent: Thursday, August 11, 2005 7:33 PM

To: Mason, Monte

Subject: Royalty Rate Review Comment
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Monte: 
  
I know I am getting this in just under the wire, but I thought it was worth sending, because based on what I read in the report, it is 
an angle on the different royalty option that may not have been considered. 
  
The comment would be that the board consider an option whereby leases that are nominated for a sale, but are not 
competitively bid on at the sale and go to the applicant, would be issued with the current royalty rates and any leases that did 
receive competitive bidding, would be issued with the 1/6th royalty rate. 
  
It would  seem to me that this would not be that hard to administer and would more fairly reflect activity levels, commodity prices 
and generate more income from the trust lands, because of more lands being nominated in highly speculative areas, that odds 
are won't produce anyway. 
  
Thank you for your consideration. 
  
David Knapp 
Sidney, Montana 
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Mason, Monte 

From: Robin Trudell [lefselady@hotmail.com]

Sent: Thursday, August 11, 2005 10:22 AM

To: Mason, Monte

Subject: comments on royalty rates
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Royalty rate increase for oil and gas leases on state school trust land is long overdue! 
  
The royalty rate on leases in Richland County has been 1/6th or higher for several years. 
  
This observation comes from spending 20 plus years on the board of directors of the Northeast Montana Land and 
Mineral Owners Association. 
  
Dennis Trudell 
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